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Impact Economic 


Demand for Farm Products 


ONSIDERABLE ATTENTION has been devoted 

analyzing the impact technological 
innovations the supplies farm products. 
Less attention has been devoted the effect 
that general economic growth has had the 
demand for these products. Empirical evi- 
dence indicates that economic growth has had 
profound influence the demand for farm 
products and, thus, indirectly rural econo- 
mic development. 


Economic Growth 


Economic growth will considered 
expanding general level production with 
output limited available resources rather 
than effective demand. Factors that 
change with economic growth and influence 
the demand for farm products include: (1) 
population; (2) income; (3) methods dis- 
tribution and product development; (4) ef- 
fective consumer preferences; and (5) occu- 
pations, working conditions, and methods 
Although many these factors are 
highly interrelated, their influence the de- 
mand for farm products may diverse. 
Variations some these factors, such 
population, result proportionate changes 
demand for farm products, other factors are 
constant. Variations others—such income 
not result proportionate changes 
demand for farm products, however. fact, 
the demand fci specific farm commodities 
may increase, remain constant, decrease 
incomes change. demand does change, 
highly improbable that the change will 
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proportionate the change income. The 
widely differing relationships that may prevail 
between each the factors and the demand 
for farm products make desirable review 
the influence that changes some these 
major factors have the demand for farm 
products. 

Population 

Since individual can consume only 
limited amount food, the changing charac- 
teristics population growing economy 
are major factor influencing the demand for 
farm products. Both the kinds farm prod- 
ucts consumed and total utilization will vary 
substantially with demographic changes. 
Thus, review what can expected 
happen the Nation’s population under con- 
ditions continued economic growth 
vital importance any effort assess total 
demand for farm products the future. This 
particularly true since about nine tenths 
all agricultural commodities produced 
the United States are consumed the domes- 
tic market. 

Population has grown consistently through- 
out the Nation’s history. Using historical ob- 
servation basis, appears logical assume 
that population will continue increase 
the foreseeable future. Such assumption 
would not have been accepted many popu- 
lation experts decade ago, however. Prior 
World War II, and for short period 
thereafter, they foresaw stationary de- 
clining population. These differing views are 
pointed out emphasize the rapidity with 
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which the outlook the rate population 
growth can change. Attempting forecast 
population several decades the future 


hazardous occupation. Fortunately, however, 


farmers generally not need plan their 
specific production programs that far ahead. 
They can base longer-range plans what 
currently appears the most likely rate 
growth and adjust from year year the 
assumed rates are incorrect. 

The Bureau the Census makes projec- 
tions population growth from time time. 
1955, the bureau looked ahead for two 
decades. 1965, was considered probable 
that the population would fall within 
range varying from 186 million 193 million, 
depending which number assump- 
tions pertaining fertility rates was selected. 
Their projections indicated that popula- 
tion 1975 most likely would fall within 
range varying from low 207 million 
high 228 million. Based these projec- 
tions, population growth during the next 
years can expected increase aver- 
age from 1.8 per cent annually. 

assumed that per capita demand for 
farm products merely remains constant, this 
demand would expected increase the 
same annual rate population. However, per 
capita demands for farm products generally 
not remain constant. the whole, will 
shown subsequently, they tend increase 
productivity and real incomes grow more 
rapidly than population. 

addition the change total popula- 
tion, shifts density also tend influence 
the regional demand for farm products. The 
rapid increase population the Pacific, 
Gulf, and Mountain states during the past 
quarter century has been relatively more 
beneficial farmers located these and ad- 
jacent states. 

people grow older, they also consume 
different quantities and kinds farm prod- 
ucts. Food consumption increases rapidly 


from birth until physical maturity 
and declines the more active years life 
are passed. Children consume relatively large 
quantities milk. they grow, consump 
tion other foods increased and relatively 
less milk consumed. 

These variations consumption 
changing age are important enough alter 
substantially the demand for farm 
Thus, any analysis the demand for these 
products, consideration must given the 
striking changes that have occurred 
composition the population the past few 
decades. 

From 1930 1950, the percentage the 
population under years age declined 
from per cent per cent. From 
1957, the percentage this age group 
jumped more than per cent total 
population. Furthermore, current birth rates 
practically assure continued increase 
the relative importance this age group for 
least several more years. Since this the 
age group which total food consumption 
high and increases with age, this trend 
population composition strengthening 
factor insofar demand for farm 
concerned. Individuals this portion the 
population also tend heavy consumers 
dairy products, tender meats, fruits, vege 
tables, poultry products, and cereal products. 

The proportion total population the 
20-65 age group increased from per cent 
1930 per cent 1940. 1957, how- 
ever, the percentage this age group 
clined 54. largely from this part 
the population that the laboring force 
tained. Since individuals this age group are 
relatively active, their per capita demand 
for food high. Individuals this age group 
tend heavy consumers such prod- 
ucts meats, poultry products, vege 
tables, fruits, and fats and oils. With this age 
group currently declining relative impor 
tance, will have less influence the 


mand for farm products the immediate 
fature than will the other age composition 


The proportion the population years 
age and over has been increasing since 
1930. highly probable that this age group, 
which now accounts for about per cent 
total population, will continue increase 
relative importance for number years 
the future. Per capita consumption food 
for this age group tends relatively light. 
Furthermore, diets older individuals should 
composed more the tender meats, 
fruits, vegetables, and other foods high 
protein, and less such foods fats, 
and cereals. 

Another factor which partly demographic 
but also highly related several the other 
factors that will discussed the increas- 
ing importance women the labor force. 
The large number working women has 
resulted increasing incomes and expendi- 
tures for food. However, large part the 
increased food expenditures not reflected 
increased demand for farm products, since 
these women purchase many more the 
services attached foods. They and their 
families many instances eat out more and 
purchase more the convenience foods. 
Income 

has been known for many years that food 
consumption influenced changing con- 
sumer incomes. After careful analysis the 
budgets group Belgian families dif- 
ferent income groups, Ernst Engel wrote his 
famous law consumption 1857. The law 
states: “The poorer family, the greater the 
proportion its total expenditure that must 
devoted the provision food.” Since 
time, numerous other sophisticated ef- 
forts have been made determine the influ- 
ence income changes food consumption. 
Although the results vary considerably 
magnitude, all major investigations show 
substantially the same relationships allow- 
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ance made for the influence external 
factors. Much the variation magnitude 
probably can attributed such factors 
difficulty measuring real incomes, methods 
used computing the statistical relationships, 
regional variation tastes, and changes 
consumption patterns over periods time. 

Refinements studies made since 
contribution also indicate that the proportion 
total budget expenditures for food declines 
rather rapidly incomes expand, and beyond 
real incomes certain size, absolute ex- 
penditures for food not tend increase. 
Such information points the necessity for 
giving consideration the relative size 
real incomes different periods time 
efforts determine the influence income 
changes the demand for food. 

Since changes real incomes have af- 
fected the demand for farm products 
the past, knowledge general trends the 
Nation’s income important. Income can 
measured numerous methods, such as: 
(1) gross national product, national income, 
personal income; (2) total family per 
capita incomes; (3) actual dollars constant 
dollars. For purposes this study, will 
suffice make generalized comparison 
the trend gross national product measured 
constant with the trend popula- 
tion growth, and point out the rapid 
changes that have been occurring the dis- 
tribution family incomes measured abso- 
lute dollars. These two comparisons will 
sufficient show that real incomes have in- 
creased and that the increases have been 
widely distributed. 

During the last quarter century, gross 
national product, measured constant dol- 
lars, more than tripled. the same period, 
population increased only slightly more than 
third. These data certainly indicate that, 
average, per capita real incomes have in- 
creased substantially during the last years. 
However, they not indicate how these in- 
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creased incomes were distributed among the 
families. 

For the purpose gaining insight into 
how incomes are distributed among families, 
family income distributions during recent 
years. Although difficult make exact 
comparisons because inability obtain 
precisely comparable data, the general trend 
changes can shown. 1939, about 
per cent the Nation’s families had incomes 
less than $4,000 per year. late 1944, 
about four fifths the families had incomes 
less than $4,000. 1957, however, only 
slightly more than third the families 
earned incomes less than $4,000. the 
other hand, 1944, only about per cent 
the families earned more than $6,000 annually, 
while 1957, more than third them were 
this income bracket. Families with incomes 
the $4,000-$6,000 bracket increased from 
about per cent almost per cent the 
total from 1944 1957. Although must 
remembered that real incomes these fam- 
ilies did not increase rapidly their dollar 
incomes, these data verify that the in- 
creases real incomes during recent years 
have been well distributed among the 
families. These data are significant also for 
purposes this analysis, since, will 
shown, large number the families now are 
income brackets where moderate increases 
decreases incomes have only insigni- 
ficant influence their total consumption 
farm products. 

study made Jerry West Michigan 
State University, which included budgets 
from 121 families each year the period 
1951-55, reveals some interesting facts per- 
taining demand for food. These families 
were grouped into income brackets less 
than $4,000 annually, $4,000-$6,000 annually, 
greater than $6,000 annually. They also 
were grouped according whether the fam- 
ily had increase decrease income. 


this study, was concluded that families 
with incomes less than $4,000 increased 
their expenditures for food served home 
.26 per cent for each per cent increase 
income. Families the $4,000-$6,000 
bracket increased their food expenditures 
.10 per cent, while those the greater 
than $6,000 bracket did not noticeably change 
their expenditures for food served 
their incomes were increased. 

After analyzing the influence increasing 
incomes food expenditures, analysis was 
made the influence decreasing incomes 
food expenditures. was found that 
incomes families the less than $4,000 
bracket declined, food expenditures declined 
.38 per cent for each per cent decline 
income. There was significant change 
food expenditures incomes declined 
the $4,000-$6,000 bracket. the greater than 
$6,000 bracket, expenditures for food served 
home actually increased incomes 
clined, probably because fewer were 
eaten away from home. 

Despite the fact that this study was based 
small number family budgets and 
was highly localized, the results obtained 
erally agree with those other studies made 
recent years. Although the results may not 
exactly accurate because the numerous 
difficulties involved working with data 
this type, they are appropriate for pointing 
out two broad generalizations that need 
considered analyzing the future demand 
for farm products. 

The first generalization that, with large 
proportion the Nation’s families the rela- 
tively high-income groups, total demand for 
farm products likely will influenced less 
moderate rates income change the 
future than the past. the extent that 
this true, farmers will need depend 
growing population and increasing export de- 
mand larger extent than previously for 
increasing demand for their products. 


the other hand, during economic recession, 
such that experienced recent months, 
the demand for food more apt remain 
strong than previously. 

The second generalization that the de- 
mand for farm commodities will become 
even more highly integrated part total 
family demands for goods and services. The 
housewife purchases more services with her 
food family income increases. She also 
demands different kinds products, higher 
quality, and; frequently; uniformity: 
Methods Distribution and 
Product Development 

Numerous technological innovations that 
influence the demand for farm products have 
become feasible because economic growth. 
For example, development methods where- 
frozen fruits and vegetables could 
marketed effectively has increased the de- 
mand for many these commodities. 
many instances, the increase demand was 
obtained largely because substitution 
the frozen product for fresh canned prod- 
uct, but demand for many fruits and vege- 
tables influenced this development has in- 
creased. Increased use such devices 
home freezers also has influenced the demand 
for many farm commodities. 

Improved methods transportation and 
storage enable many farm products—such 
highly perishable fruits and vegetables—to 
marketed over much wider areas and through- 
out more the year. Innovations these 
areas have enabled consumers enjoy 
wider variety foods during the year. al- 
though total pounds farm products con- 
sumed may not increase materially because 
such innovations, many instances consump- 
tion higher-value products substituted for 
that lower-value products. the extent 
that such shifts occur with economic growth, 
total demand for farm products may in- 
well the demand for specific 
commodities. 
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Many the technological discoveries 
which competitive substitutes have been de- 
veloped for other products can attributed 
least partly economic growth. many in- 
stances, these substitutes have had significant 
bearing demand. Improvements the 
manufacture margarine certainly have in- 
fluenced the demand for the oil-bearing crops 
and butterfat. Synthetic fibers have affected 
the demand for cotton and wool. Develop- 
ments this type need considered 
analyzing the demand for farm products. 
They influence the demand for specific prod- 
ucts substantially and also affect the total 
demand for farm products. This type 
development frequently results the substi- 
tution lower-value products for higher- 
value products. 

Effective Consumer Preferences 

Research, education, advertising, and other 
such phenomena that commonly are made pos- 
sible growing economy frequently are re- 
sponsible for changing consumer preferences. 
Such changing preferences may significantly 
affect the demand for specific commodities 
and, lesser extent, total demand. Insofar 
demand for farm products concerned, 
the ensuing change preferences such that 
consumption farm product substituted 
for that nonfarm product, total demand 
for farm products will increase. the other 
hand, consumption nonfarm product 
substituted for farm product, total demand 
for farm products will adversely affected. 
the change merely results the substitu- 
tion one farm product for another ap- 
proximately equal value, total demand may 
remain unchanged. 

Occupations, Working Conditions, and 
Methods Living 

The trend toward less active occupations 
that has accompanied economic growth has 
had definite implications insofar demand 
for farm products concerned. The sub- 
stantial reduction physical activity many 
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occupations, along with the trend toward 
more office and less outside and factory em- 
ployment, has tended restrict expansion 
total demand for farm products. Furthermore, 
the demand for certain kinds farm prod- 
ucts, such cereals and fats, has been re- 
stricted much more these trends than has 
the demand for many other farm commodities. 
fact, the demand for kinds fruits, 
vegetables, and meats has expanded 
per capita basis with these changing oc- 
cupational conditions. 

The methods living made possible be- 
cause economic growth also affect con- 
sumption farm products. For example, 
could argued that with the trend toward 
more heated and air-conditioned homes, autos, 
and places employment, less textiles would 
required per capita now than were neces- 
sary several decades ago. demand 
analyzed from the viewpoint necessity, 
such conclusion would logical. the 
other hand, well-known fact that the 
demand for textiles has expanded sharply 
with economic growth. addition more 
extensive wardrobes, substantially 
tiles are consumed such items carpeting, 
draperies, autos, tires, and for numerous other 
purposes. analyzing the demand for tex- 
tiles, should remembered, however, that 
the synthetics have provided major propor- 
tion the increased consumption recent 
years. 

The increasing interest broiling and out- 
door cooking has had noticeable effect 
demand for meats. probable that this 
trend has been partly responsible for shifting 
preferences consumers. The major meats 
used for outdoor broiling are hamburger, 
frankfurters, steaks, and broilers. Thus, this 
development increases the demand for certain 
cuts beef and broilers. Although the total 
demand for meat may increased somewhat 
the outdoor cooking boom, appears 
highly probable that much the expanded 


demand for certain kinds meats due 
their substitution for other meats. 

Numerous other examples conditions that 
change with economic growth and influence 
the demand for farm products could dis. 
cussed under this and other 
The preceding discussion, however, points 
out some the major factors that need 
considered analyzing the impact eco- 
nomic growth demand farm products. 


implications for Tenth District Agriculture 

The factors discussed previously have been 
responsible for some major adjustment prob- 
lems the agriculture the Tenth Federal 
Reserve District. For example, failure do- 
mestic demand for wheat expand with 
population growth has created one the most 
difficult problems facing American agriculture 
today. Various technological developments 
have encouraged farmers expand the pro- 
duction wheat recent decades. Yet, the 
total domestic demand for wheat has tended 
show downward trend during the past 
two decades. Declining per capita consump- 
tion has offset the influence population 
growth, and total domestic utilization for food 
and seed has tended fluctuate within 
relatively narrow range around 550 million 
bushels annually recent years. Further- 
more, the amount wheat used feed has 
declined sharply since the early be- 
cause supplies feed grains have been huge 
and price relationships between the feed 
grains and wheat have favored use the feed 
grains. 
Thus, despite the use acreage 
striction programs that have resulted 
substantial reductions the acreage planted 
wheat, production continues exceed de- 
mand for wheat. per capita demand for 
wheat had remained constant during the past 
quarter century, total domestic consumption 
now would substantially larger than the 
beginning the period because popula- 
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tion growth. Instead, somewhat lower. 
Since foreign demand for wheat has not ex- 
panded rapidly enough provide outlet 
for the additional supplies wheat, carry- 
over stocks have become huge. Economic 
growth, which has had adverse effect 
the demand for wheat, partly explains 
the severe problem facing the 
Nation’s wheat farmers. 

the other hand, meat animal producers 
—particularly beef producers—have been es- 
pecially favored the influence economic 
growth the demand for farm products. 
addition the increased demand because 
population growth, per capita consumption 
red meats has increased about one third 
the last years. Per capita con- 
sumption beef has increased about one 
half during the same period time. This 
increased demand has red meat pro- 
ducers almost double total production 
the past two decades without being con- 
fronted with serious long-run surplus dis- 
posal problems. beef producers are taken 
alone, they have more than doubled total 
production during this period and disposed 
their product without unduly depressing 
prices for long periods time. 

These changes demand have enabled 
District farmers expand production meat 
animals point where meat animal sales 
account for approximately half the total 
cash receipts from farm marketings. Cash 
receipts from beef cattle sales alone account 
for more than third total farm cash re- 
ceipts District states. Since beef cattle are 
the most important agricultural enterprise 
District states, the trend toward increasing 
per capita consumption beef has been high- 
beneficial regional agriculture. 

the past, many wheat farmers who 
restrict production because contract- 
ing markets have been able adjust in- 
creasing beef production. Furthermore, 
now appears that beef production offers the 
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best longer-run possibility for expansion 
any the major farm commodities produced 
the Tenth District. addition in- 
creasing national population and increas- 
ing per capita consumption, regional shifts 
population the Pacific, Gulf, and Moun- 
tain states have placed District farmers 
more favorable competitive situation insofar 
beef production concerned. Develop- 
ments grain sorghum and roughage produc- 
tion also will help District farmers adjust 
permanently higher level beef produc- 
tion. 

Other adjustments less importance 
District agriculture are likely occur be- 
cause the changing demand for farm prod- 
ucts. Consumer substitution vegetable oils 
for animal fats obviously will tend benefit 
the oil crop producers the expense the 
animal fat producers. The major effect 
this substitution process has been sharp 
increase the demand for soybeans and 
almost equally sharp decline the demand 
for lard and butterfat. Although all these 
commodities are important parts the 
Tenth District, they are relatively much more 
important other parts the Nation. 

The increasing demand for textiles appar- 
ently does not offer opportunity for sub- 
stantial expansion wool and cotton produc- 
tion District states. Development syn- 
thetics and highly competitive world market 
for fibers have caused production these 
commodities decline District states de- 
spite growing domestic demand for textiles. 

Numerous other changes demand, such 
the declining demand for broomcorn and 
potatoes, and iacreasing demand for certain 
the fruits and vegetables, have profoundly 
affected individual farmers and local areas. 
For District agriculture whole, however, 
demand changes have been felt most the 
wheat and beef enterprises—affecting wheat 
demand adversely and beef demand favor- 
ably. 
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Homebuilding’s Response 


Recession and Recovery 


BUILDING industry, bene- 
fiting from more plentiful supply 
mortgage funds and lower interest rates, fared 
relatively better than many other sectors 
the economy during the period reduced 
general economic activity. Since early sum- 
mer, homebuilding has exhibited signs 
greater strength than any time since the 
1954-55 housing boom. The flurry applica- 
tions for mortgages, 
along with the sharp increase the number 
new houses started, led some acclaim 
residential construction the leading factor 
the economic recovery. While such ap- 
praisal makes too little the major roles 
Government and consumer spending during 
the past year, homebuilding was impor- 
tant stabilizing factor the last half 1957 
and has been one the stronger sectors 
the economy throughout most this year. 
analysis underlying demand factors, 
along with developments the rapidly chang- 
ing financial markets, raises question 
the likelihood continued expansion. Stif- 
fening interest rates Treasury and other 
long-term securities have been accom- 
panied some tightening the avail- 
ability mortgage financing, and improving 
economic conditions generally may tend 
shift increasing proportion long-term 
capital away from residential mortgages and 
into other sectors. 
This article discusses the recent develop- 
ments residential construction activity 
the extent recovery and its importance 


the economy during the downturn, together 
with recent changes the status factors 
which determine rates homebuilding. 
the basis this study, some inference may 
drawn relative the strength. 


Measures the Upturn 


the wealth statistical data that reflect 
the magnitude the recovery various 
aspects residential building, few the 
more commonly used series should serve 
indicate the extent the increase. Expendi- 
ture data, expressing the value construction 
put place, estimate what has been done; 
reports the number dwelling units start- 
are indication the amount work 
being undertaken; and applications for financ- 
ing and construction contract awards portray 
plans for future homes. 

Expenditures 

Outlays for new private nonfarm residential 
construction have been climbing rapidly since 
early summer. Expenditures September, 
seasonally adjusted annual basis, were $18.6 
per cent above the 4-year low 
reached May this year and higher than 
any month since late 1955. Spending for 
public housing also has risen. September out- 
lays, seasonally adjusted annual rate 
$888 million, were per cent above the 1957 
level and three times the 1956 total. 

While expenditures for home construction 
the early months the recession were some- 
what below levels 1955 and 1956, the 
volume proved stabilizing element 
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the important private domestic investment 
sector. the extent that expenditures in- 
creased the fourth quarter 1957 and 
declined relatively little the first quarter 
this year, the effects the rapid liquidation 
business inventories and the sharp drop 
purchases producers’ durable equipment 
were alleviated. During the first months 
1958, outlays for residential construction, 
seasonally adjusted annual basis, were 
higher than the third quarter 1957, while 
investment producers’ durables declined 
per cent. the same period, business 
shifted from accumulating inventories 
$2.2 billion rate liquidation $9.5 billion 
rate, and business construction fell slight- 
ly. the second quarter, residential con- 
struction put place fell somewhat, 
seasonally adjusted rate, due part the 
earlier sharp drop housing starts associated 
with severe weather February and March. 
the same token, the third quarter total 
reflected the subsequent increase starts. 
Housing Starts 

The September estimate private nonfarm 
housing starts, about seasonally 
adjusted annual rate 1,220,000—was slightly 
below the August figure, but higher than for 
any other month since May 1956. Privately fi- 
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nanced starts under Federal Housing Admini- 
stration inspection totaled 31,750 September 
—the most since June 1955. About 14,350 units 
were started under Veterans Administration 
inspection, substantial improvement over the 
recent lows and about one fifth higher than 
the third quarter 1957. Meanwhile, conven- 
tionally financed starts have held high levels. 

result the sharp upturn activity 
under Government-backed programs, private 
starts during the first months the year 
totaled about per cent greater than the 
same period 1957. addition, the volume 
publicly financed starts, which included 
substantial number FHA Capehart armed 
service dwelling units, increased significantly. 
More publicly financed dwelling units have 
been started thus far 1958 than were begun 
all 1957. total, new nonfarm housing 
starts through September were per cent 
greater than the same span last year. 
Applications for Financing 

While seasonally adjusted housing starts 
may tend level off, continued high rate 
activity the next few months indi- 
cated the large requests pend- 
ing for appraisals and for 
FHA commitments. FHA applications for 
proposed homes reached 34,600 May 
this year and, after continuing near that level 
the subsequent months, rose 36,800 Sep- 
tember. Applications for existing homes also 
have increased sharply, reaching alltime high 
levels the summer months. 

contrast the sharp upturn FHA ap- 
plications which began early the year, the 
jump appraisal requests did not take 
place until April. After further increase 
May, requests for appraisals proposed 
homes settled around 28,500 per month 
through August—more than twice the monthly 
average for 1957 and near the 1956 level. 
Along with the gain requests for ap- 
praisals new homes, activity involving ex- 
isting homes improved markedly. Septem- 
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ber, however, some reduction was noted 
appraisal requests for new homes and that was 
the second month which slight decline 
was recorded requests for existing homes. 
Contract Awards 

Construction contract data also reflect the 
improved levels housing activity and indi- 
cate that construction the following months 
will substantially above year-earlier levels. 
Beginning with April, monthly totals resi- 
dential awards have shown improvement 
over 1957 levels, with considerable margin 
gain recorded the summer. the end 
August, the earlier deficit had been offset 
and cumulative awards for residential build- 
ing totaled per cent greater than the 
comparable period 1957. part 
the gain has centered awards for apart- 
ment buildings. For the first months the 
year, awards for apartments have totaled 
nearly per cent above 1957, while and 
2-family houses marked only per cent 
gain. The increase dollar volume awards 
for apartments has been reflected housing 
starts data also. During the first months 
this year, about one third more apartment 
units were begun than the comparable 
period 1957. continuation this pace 
during the last half would put the 1958 total 
near the high levels 1949 and 1950. 


Forces Behind the Upturn 


While the interworkings host fac- 
tors dictate the levels activity residential 
construction, the major influences stem from 
the basic forces demand and from factors 
that affect the ease with which demand 
translated into actual construction. The first 
group includes those demographic char- 
acter—such population growth, marriage 
rates, and household formation—as well 
income and other factors which have bear- 
ing the underlying demand for homes. 
the second group are the availability and cost 
mortgage financing and Government ef- 


forts influence rates homebuilding 
through such programs the FHA, VA, and 
Federal National Mortgage 
(FNMA). While developments the first 
group are always pertinent inquiry re- 
garding housing activity, the latter appears 
largely responsible for the fluctuations 
experienced recent years. 

Underlying Demand Factors 

Expansion the Nation’s population has 
continued annual increments around 
2.8 3.0 million recent years, helping 
create demand for additional living quar- 
ters. Moreover, the shifting population 
from farm city and from one section the 
country another has served additional 
stimulus. For demand analysis, however, 
important remember that increasing 
proportion the population now falls with- 
the very young and very old age groups 
due the relatively low birth rate the 
together with recent high birth rates 
and longer life expectancy. While the increas- 
ing number children per family has 
caused many seek new and larger houses, 
the impact the housing industry would 
greater the young adult group were ex- 
panding more rapid pace. 

The diminishing number entrants into 
the young adult group has been reflected 
lower rates marriage and household for- 
mation. The marriage rate last year was only 
per 1,000 population compared with 
levels above all the years between 1934 
and 1952. Similarly, the number new house- 
holds added 1957 totaling 758,000 was 
only half the late 1940 level and lower than 
any postwar year except 1954. 

One the most important requisites 
strong demand for new residences sus- 
tained high level personal income. the 
whole, this requirement has been fulfilled 
recent years and has made strong contri- 
bution the continued high level sales 
conventionally financed homes. Total per- 
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sonal income rose steadily from 
mid-1957 and, after faltering slightly, re- 
sumed its upward path the spring. Working 
the opposite direction, however, and limit- 
ing the effect higher money income, has 
been the impact rising price levels. Real 
disposable personal income the second 
quarter, seasonally adjusted annual rates, 
was nearly per cent below the level pre- 
vailing mid-1957 and slightly under the 
1956 average. 

Prices new homes have risen even more 
rapidly than the price level generally re- 
cent years, partly because the trend toward 
larger, more luxurious accommodations and 
partly because land and construction costs 
have continued climb. The average con- 
struction cost new houses started 
1957 was $13,025, about per cent higher 
than the 1950 figure. the same span, the 
consumer price index for all items moved 
per cent. 

While the growth demand and the volume 
new building provide important focus 
for analysis, the adequacy the total stock 
houses shelter the total population must 
considered. New housing the most important 
component change the total housing 
supply, yet other factors also add the stock. 
the other hand, demolitions—which re- 
cently have been swelled destructions re- 
lated urban renewal and highway projects 
—together with mergers and disasters, subtract 
from the total inventory. measure the over- 
all relationship between demand and supply 
provided the available vacancy rate, the 
per cent all dwelling units which are in- 
tended for year-round occupancy, not dilapi- 
dated, and available for rent for sale. While 
this rate has remained relatively low, has 
risen somewhat due the increased availabil- 
ity rental units. the third quarter 1958, 
vacant rental units were 2.2 per cent total 
higher than 1957 and 
considerably above the 1.1 rate 1950. 
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the other hand, only 0.6 per cent all dwel- 
ling units were available for sale, rate simi- 
lar those which have prevailed throughout 
the The change the vacancy rate 
indicates that the margin adequacy pro- 
vided the existing stock has increased 
somewhat but does not suggest overabun- 
dance housing relative current demand. 
Government Housing Programs 

and the Mortgage Market 

While seems apparent that the basic 
forces demand were conducive in- 
creased rate homebuilding during late 1957, 
evident that the impetus for the upturn 
arose elsewhere. Indeed, was the abrupt 
easing the availability mortgage funds— 
associated with the onset the recession—in 
conjunction with changing characteristics 
Government housing programs, which con- 
tributed handsomely the upsurge home- 
building. Activity under both the FHA and 
programs improved markedly response 
these developments. 

The FHA Program—1957 and 1958 

upward trend the total number 
dwelling units started under FHA inspection 
began the spring 1957—even prior the 
dip interest rates. Since that point, when 
FHA starts dipped below monthly rate 
8,000, activity has followed upward path, 
reaching 31,750 September this year. Dur- 
ing this period, their share rose from per cent 
per cent total starts. Applications 
for insurance existing homes have been 
alltime high and applications pro- 
posed homes are near the 1954-55 peaks. Since 
rising activity under the FHA program has 
been significant the housing upturn, 
important look some the developments 
which contributed this strength. 

major move offset the declining vol- 
ume residential construction was made 
December 1956. During the months preced- 
ing this move, the fixed rate 414 per cent 
FHA mortgages had become less and less 
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attractive investors interest rates 
other long-term instruments advanced. 
recognition the widening gap between the 
market rate and the fixed rate such mort- 
gages, the maximum was raised per cent. 
However, even the new per cent mortgages 
began selling discounts. 

further move stimulate housing was 
made late March 1957. Downpayments 
were reduced percentage points 
houses valued more than $9,000—restoring 
the minimum FHA downpayments provided 
the Housing Act 1954. Under the new 
schedule, the minimum downpayment new 
houses was lowered per cent the first 
$9,000 plus per cent the balance over 
that amount. The apparent reaction the 
higher interest rate and smaller downpayment 
was improvement the interest invest- 
ors well home buyers. June last 
year, according the quarterly survey 
mortgage market conditions conducted the 
National Association Real Estate Boards, 
the availability FHA insured loans for new 
houses had improved slightly. While only 
per cent the communities surveyed re- 
ported ample funds available, the same 
March, only per cent reported furds 
tight, compared with per cent months 
earlier. decline the size discounts also 
was noted. Sixty-four per cent the cities 
reported discounts per cent less, com- 
pared with only per cent March. 

August, after passage the 1957 Hous- 
ing Act, FHA downpayments were reduced 
again, the interest rate was increased 
per cent, and closing costs were lowered. 
the same time, however, control discounts 
was initiated, with allowances varying from 
per cent, according geographical 
areas. While the number starts under FHA 
programs continued edge upward, the 
availability funds was augmented little 
the August changes. Indeed, the supply 
funds tightened many places. 


winter, some improvement mortgage 
money availability was noted due the 
sened competition from other demands the 
economy. Yields bonds had declined some- 
what and the prevailing rates the per 
cent FHA mortgages became more attractive. 
December, FHA liberalized its credit eligi- 
bility rules and January announced that 
closing costs need not paid cash. The 
new Certified Agency Program, designed 
facilitate processing applications, also was 
given credit for stimulating interest. The 
Emergency Housing Act 1958, approved 
April, provided the further stimuli lower 
downpayments and the removal discount 
controls. 

Consistent with the increasing activity evi- 
dent FHA starts, the early summer NAREB 
survey indicated increasing interest the 
part lending institutions. new homes 
involving mortgages with maturities 
years less and with downpayments greater 
than the FHA schedule, money was reported 
the areas and moderate supply addi- 
tional per cent. For existing homes where 
downpayments were larger than the FHA 
schedule, funds were reported ample 
per cent the communities. 

Developments the Program 

contrast the improvement FHA 
activity during 1957, the volume home- 
building under supervision declined until 
the spring this year. During the period 
steadily tightening capital markets the 1956- 
boom, the maximum mortgage rate 
remained per cent, resulting dis- 
counts which ranged points more. 
that point, buyers and sellers alike were re- 
luctant enter the market. Conditions pre- 
vailing mid-1957 were such that the money 
supply for mortgages with maturity 
years less was reported limited not 
available about per cent the com- 
munities. the same time, discounts 
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mortgages which were most desirable in- 
vestors—those with downpayments more 
than per cent and maturity less than 
years—were over per cent half the com- 
munities surveyed. 

autumn 1957, activity the 
mortgage market had slowed halt the 
majority areas. August, when the FHA 
maximum rate was increased from 
per cent, the maximum rate was left un- 
changed. the same time, discount regula- 
tions were applied, setting the limits 214 
per cent, depending the amount 
the and the location. This had 
the effect limiting the program even more 
and, according the winter survey, 
funds for loans were virtually nonexistent 
the cities from which reports were received 
from realtors. 

April 1958, the Emergency Housing Act 
included several provisions pertinent the 
program—the program was extended 
July 1960, discount control was eliminated, 
and the maximum interest rate was raised 
from per cent. These factors, along 
with the removal the per cent downpay- 
ment requirement, the special assistance pro- 


gram FNMA (also provided the Emer- 


gency Housing Act), and easing money con- 
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ditions generally, created new interest 
financing. However, only per cent the 
communities included the June NAREB 
survey reported ample funds for 30-year 
mortgages and per cent reported funds not 
available for such loans. cities the North- 
east, loans were generally priced from 
par, while other sections the country, 
prices ranged downward 94. 
Mortgage Market Developments 

has been suggested, the general easing 
the mortgage market beginning late 
1957 was perhaps the major factor fostering 
higher level home construction. their 
1957 peak mid-October, long-term 
Government bonds yielded around per 
cent. Under those circumstances, the differ- 
ential net yield between long-term Govern- 
ments and mortgages placed 414 per cent 
and per cent FHA paper disadvan- 
tage attracting institutional investors. Yields 
long-term Government securities fell rapid- 
the late months 1957 and again the 
spring this year, however, reaching low 
3.07 April (weekly average) and hold- 
ing below 3.20 until mid-June. Meanwhile, 
the opposite trend maximum interest rates 
Government-backed mortgages and the 
end discount control improved their com- 
petitive situation considerably. Rates con- 
ventional mortgages also dropped about one 
half percentage point the first half 1958. 

midsummer, the mortgage market was 
characterized active solicitation conven- 
tional loans with both local 
lenders competing. some cases, extended 
terms and smaller equity requirements were 
offered borrowers. many areas, FHA 
loans were going par and others dis- 
counts were relatively small. Even 
West, where the mortgage market has been 
tightest, the prices most frequently quoted 
FHA loans ranged from 100. 

The greater acceptability FHA and 
mortgages was reflected fewer offerings 
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the Federal National Mortgage Association 
under the secondary market operations. Since 


late June this year, weekly purchases have 
run belew 200 mortgages and, with few ex- 
ceptions, involved less than million per 
week. During 1957, purchases averaged about 
1,665 mortgages per week and early that 
year reached peak over 3,000. that 
rate, weekly purchases amounted nearly 
$35 million. There also has been marked in- 
crease the volume mortgages sold 
the first half 1958, sales 33,- 
689 mortgages totaling $393.4 million were 
made from the secondary market operation 
portfolio compared with mortgages 
totaling $182,000 during the preceding 
months. Also current interest has been the 
rapid commitment the billion special as- 
sistance revolving fund provided the FNMA 
April. All the funds authorized 
the Emergency Housing Act for purchasing 
par Federally underwritten mortgages 
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low-cost homes had been committed 
September. 

The exhaustion these special commit: 
ments came time when increasing yields 
Treasury bonds and other long-term securities 
again were tending restrict the flow 
funds into Government-backed mortgages. 
the changing character the 
nancial markets, interest rates conventional 
mortgages are running somewhat higher than 
the summer, discounts FHA and 
mortgages are increasing, and offerings 
FNMA have moved above the June-July 
levels. Although commitments from 
secured builders the spring and 
mer, may ample carry into next year 
the more costly terms will doubt 
flected future rates homebuilding. The 
magnitude this effect the coming year 
will largely governed future influences 
the availability funds and the extent and 
rapidity economic recovery. 
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